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CREDIT UNION ACT - MEMBER BUSINESS

LOANS

2001 GENERAL SESSION
STATE OF UTAH
Sponsor: Terry R. Spencer

This act modifies the Credit Union Act to modify restrictions on member business loans. The
act modifies definitions. This act amends limitations on member business loans.
This act affects sections of Utah Code Annotated 1953 as follows:
AMENDS:

7-9-3 as last amended by Chapter 329, Laws of Utah 1999

7-9-2Q as last amended by Chapter 329, Laws of Utah 1999
Be it enacted by the Legislature of the state of Utah:

Section 1. Sectiori-9-3is amended to read:

7-9-3. Definitions.

As used in this chapter:

(1) "Associated member" means a member of a credit union that shares with a borrower,

an ownership, investment, or other pecuniary interest in a business or commercial endeavor.

[€1)] (2) "Association” means a group of persons that:
(a) has a similar:

() interest;

(i) profession;

(i) occupation; or

(iv) formal association with an identifiable purpose; or
(b) is employed by a common employer.

[(2) (3) "Capital and surplus" means:

(a) shares;

(b) deposits;
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(c) reserves; and

(d) undivided earnings.

[€3)] (4) "Corporate credit union" means any credit union organized pursuant to any state
or federal act for the purpose of serving other credit unions.

4] (5) "Deposits" means that portion of the capital paid into the credit union by members
on which a specified rate of interest will be paid.

[5)] (6) "Immediate family" means parents, spouse, surviving spouse, children, and
siblings of the member.

[€6)] (7) "Limited field of membership" means persons designated as eligible for credit
union membership in accordance with Section 7-9-51 or 7-9-53.

A (8) (a) "Member-business loan" means any loan, line of credit, or letter of credit, the
proceeds of which will be used for:

(i) a commercial purpose;

(i) other business investment property or venture purpose; or

(iif) an agricultural purpose.

(b) "Member-business loan" does not include an extension of credit:

() thatis fully secured by a lien on a one- to four- family dwellirgfthatistheptimary
restdence-of-amemtjer

(i) thatis fully secured by:

(A) shares or deposits in the credit union making the extension of credit; or

(B) deposits in other financial institutions;

(iii) the repayment of which is fully insured or fully guaranteed by, or where there is an
advance commitment to purchase in full by, an agency of:

(A) the federal government;

(B) a state; or

(C) a political subdivision of a state:-{or

(iv) (A) that is extended to:

() a member; or

(1N _an associated member; and

(B) that when added to the aggregate of all of the extensions of credit to the member or

associated member is equal to or less than $50,000;
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[€w)] (v) thatis granted by a corporate credit union to another credit union.

[£8)] (9) "Service center" means a single location at which multiple credit unions can
provide products or services directly to their members.

[€9) (10) "Share drafts,” "deposit drafts,” and "transaction accounts” mean accounts from
which owners are permitted to make withdrawals by negotiable or transferable instruments or other
orders for the purpose of making transfers to other persons or to the owner.

28] (11) "Shares" means that portion of the capital paid into the credit union by
members on which dividends may be paid.

Section 2. SectioR-9-20is amended to read:

7-9-20. Board of directors -- Powers and duties -- Loan limitations.

(1) At annual meetings the members shall elect from their number a board of directors
consisting of an odd number of not less than five members.

(2) The bylaws may provide balloting by:

(@) mail;

(b) ballot box; or

(c) both mail and ballot box.

(3) Voting may not be by proxy.

(4) Members of the board of directors shall hold office for the terms prescribed in the
bylaws.

(5) The board of directors shall meet at least monthly.

(6) The board of directors shall have the general management of the affairs, funds, and
records of the credit union. In particular, the board of directors shall:

(a) act upon applications for membership;

(b) act upon expulsion of members;

(c) fix the amount of surety bond required of each officer or employee having custody of
funds;

(d) determine the rate of interest or dividend allowed on shares and deposits;

(e) determine the terms and conditions of credit granted to members;

(N lend money, borrow money, and pledge security for any borrowing;

(g) fill vacancies in the board of directors or in the credit committee, if applicable, orin
the supervisory committee until the election and qualification of officers to fill those vacancies;
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(h) appoint up to two alternate directors as provided in the bylaws;

(i) fix the amount of the entrance fee;

() declare dividends and their amount;

(k) make recommendations to meetings of the members relative to amendments to the
articles of incorporation, and transact any other business of the credit union; and

() fix the maximum amount of credit, secured and unsecured, that may be extended to
any one member, up to the limitations described in Subsection (7).

(7) (a) The credit that may be outstanding or available by a credit union at any one time is
subject to the limitations described in Subsections (7)(b) and.(c)|:

[fH—exeeptasprovidecHnr-Stbsection{(A{e)through(A{f]and

he credit

(b) () A credit union may not extend credit{thatis-netamember-businesktoan
member if as a result of that extension of credit the total creditfthatisnotamember-busiApss loan

that the credit union has issued to that member exceeds at any one time:

(A) for a credit union with less than $2,000,000 in capital and surplus, the greater of:

(1) $1,000; or

(1) 15% of capital and surplus up to a total of $25,000; or

(B) for a credit union with $2,000,000 or more in capital and surplus, the greater of:

() $25,000;

(I) 1% of capital and surplus; or

(1) 25% of the regular reserve.

(i) Beginning March 24, 1999, a credit union may not extend a member-business loan to
a person:

(A) (1) if the person is a business entity, unless at least one individual having a controlling
interest in that business entity has been a member of the credit union for at least six months prior
to the date of the extension of the member-business loan; or

() if the person is an individual, unless the individual is a member of the credit union for
at least six months prior to the date of the extension of the member-business loan; or
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(B) if as a result of the extension of the member-business loan, the total amount
outstanding for all member-business loans that the credit union has extended to that person at any
one time exceeds the lesser of:

() 10% of the credit union's capital and surplus; or

(1) [$256;666. beginning on April 30, 2001, $350,000;

(iii) Beginning April 30, 2001, the number specified in Subsections (7)(b)(B)(I) and (II)
shall increase on July 1 of each year by a percentage equal to the percentage increase in the

Consumer Price Index for all urban consumers prepared by the United States Bureau of Labor

Statistics for the preceding year beginning July 1 and ending June 30.

(c) (i) Beginning tMareh24,199Rpril 30, 2001, a credit union may not extend a
member-business loan if as a result of that member-business loan the credit union's aggregate

member-business loan amount calculated under Subsection (7)(c)(ii) at any one time exceeds
29 1.75times the sum of:

(A) the factuglundivided earnings;fafid

(B) the factuatreserves-otherthan|ttegular reserveg.and

(C) the reserves other than the regqular reserves.

(i) For purposes of Subsection (7)(c)(i), the aggregate member-business loan amount of
a credit union equals:

(A) the sum of the total amount financed under all member-business loans outstanding at
the credit union; minus

(B) the amount of the member-business loans described in Subsection (7)(c)(ii)(A):

(I) thatis secured by share or deposit savings in the credit union; or

(I) for which the repayment is insured or guaranteed by, or there is an advance
commitment to purchase by an agency of the federal government, a state, or a political subdivision
of the state.

(d) A credit union may extend credit that is not a member-business loan in an amount that
exceeds the limits described in Subsection (7)(b)(i) only if the excess portion is fully secured by
share or deposit savings in the credit union.

(e) H)—ExeceptasprovideetHn-Subsection{A{e)fi)Aacredit union may extend a
member-business loan in an amount that exceeds the limits described in Subsection (7)(b)(ii)(B)
only if:
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[A)] (i) that portion that is in excess of the limits described in Subsection (7)(b)(ii)(B) is
secured by share or deposit savings in the credit union; or

KBJ] (i) (A) the repayment of that portion that is in excess of the limits described in
Subsection (7)(b)(ii)(B) is insured or guaranteed by, or there is an advance commitment to
purchase that excess portion by, an agency of:

() the federal government;

(I) a state; or
(1) a pditical subdivision of the statelf.and

i " I bseetion-(Ae)i) it nd a

(B) the amount of credit described in Subsection (7)(e)(ii)(A) does not exceed $2,000,000.
() For a member-business loan that is extended through a loan participation arrangement

in accordance with Subsection 7-9-5(12):

() [trapplyingthetimitation-of-Subseetion{(A{¢ach credit union participating as the

originator or as a patrticipaint [the] a member-business loan may extend up to the lesser of:
(A) $1,000,000 of the amount financee:fdiod
(B) the total credit amount allowed in accordance with Subsection (7)(b)(i) for each

participating credit union; and
(i) the requirement of Subsection (7)(b)(ii)(A) applies to membership-f fecredit
union fthatpartieipatesjioriginatingthe loan participation arrangement for the member-business

loan.
(g) A member-business loan that was outstanding before May 3, 1999 may not be subject

to the requirements of Subsection (7)(b)(ii), (7)(e). or (7)(f) at any time during the life of the loan

notwithstanding whether:

(i) the term of the loan is extended:;

(i) the loan is subject to an annual review; or

(iii) the loan is subject to a term or event similar to those described in Subsection (1)(g)(i)

(8) (a) A credit union may extend a loan or credit that is exempt from the requirements of
Subsection (7)(a) or (d) through (f) if:
() a person applies for a loan at a bank having a branch or loan production facility in Utah
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and:

(A) the application for the loan is denied:;

(B) subject to Subsection (8)(c), the loan is offered on terms that the person reasonably

determines are unacceptable; or

(C) the loan application is not acted on by the bank within 30 days of the day the loan

application is submitted to the bank; or

(i) _the credit union extends credit as an originator or participant in a participation

arrangement and:

(A) the originating institution is a financial institution that is not a credit union; or

(B) afinancial institution that is not a credit union chooses not to participate.

(b) A credit union may rely upon a written statement of the member or applicant for a loan

to demonstrate that the conditions of Subsection (8)(a)(i) or (ii) have been met.

(c) Subsection (8)(a)(i)(B) does not apply to a person determining that an interest rate

offered by a bank is unacceptable.

[8) (9) As provided in this chapter or in the credit union bylaws, the board of directors:

(a) within 30 days following the annual meeting of the members, shall appoint a
supervisory committee consisting of not less than three members;

(b) within 30 days after the annual meeting of the members, shall appoint:

(i) a credit committee consisting of not less than three members; or

(i) a credit manager in lieu of a credit committee;

(c) shall appoint a president to serve as general manager;

(d) shall have an executive committee;

(e) may appoint an investment officer;

() shall elect a secretary;

(g) may appoint other officers and committees that it considers necessary;

(h) shall establish written credit policies, loan security requirements, loan investment,
personnel, and collection policies; and

(i) on or before January 31 of each year, shall provide for:

(i) share insurance for the shares and deposits of the credit union from the National Credit
Union Administration or successor federal agency; or

(i) security expressly pledged for the payment of the shares and deposits in accordance
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with Section 7-9-45.

K9) (10) A person may not be a member of more than one committee except as otherwise
provided in this chapter or in the credit union bylaws.

[x6] (11) The president and secretary may not be the same person.

Legislative Review Note
as of 2-13-01 3:23 PM

A limited legal review of this legislation raises no obvious constitutional or statutory concerns.
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